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SUMMARY 


In this period of international inflation and general economic 
uncertainty, Pakistan's economic prospects still appear reasonably 
good despite such serious problems as rising costs of imports, 
falling international prices for Pakistan's principal exports, 

a twenty-five percent annual inflation rate, and a delay in 

the irrigation benefits of the huge Tarbela Dam. 


New economic assistance from Iran and other oil producer 
countries has helped to offset the sharp increase in the cost 
of petroleum imports. A planned new pipeline, largely financed 
by the Asian Development Bank, will link a major gas field to 
the Karachi industrial complex and reduce petroleum import 
recuirements. Prospects for significant petroleum discoveries 
are encouraging and three international petroleum companies 
plus the state-owned company have sizeable concessions and are 
actively engaged in exploration activity. A fourth international 
company is expected to receive a major concession in October 
and to begin exploration activity shortly thereafter. 


Pakistan continues to receive substantial economic assistance 
from international agencies and from such Pakistan Consortium 
members as the United States, Great Britain, West Germany and 
Japan. In addition, in June, the International Bank for 
Reconstruction and Development (IBRD), acting on behalf of the 
eleven members of the Pakistan Consortium, concluded an agreement 
to provide $650 million of debt relief over the next four years. 


The recent wheat crop estimated at 7.5 - 8.0 million tons was 

a new record, but was a disappointment in that it was consider- 
ably below the official target. As much as one million tons 

may have to be imported to supplement Pakistan's ration shop 
requirements. Danger to at least one tunnel in the Tarbela 
reservoir, resulting in a decision to drain the reservoir, means 
that the irrigation benefits of this major dam will be delayed by 
at least one season. However, the water which was released 
prematurely is currently benefiting some standing rice and 

cotton crops. Adequate fertilizer stocks are available for 

the important winter wheat crop, but the intensity of its use 
will be greatly influenced by the relationship between the 
official wheat procurement price, procurement policies, and 

the official price of fertilizers. Intensity of use of fertilizer 
will depend on farmers' estimates of the cost-price relationship. 
The procurement price has been increased by forty-five percent 
recently but no change has been announced for fertilizer. 





An official visit by Prime Minister Bhutto to Bangladesh did 

not result in any great progress in the settlement of economic 
issues between the two countries. The Indian explosion of an 
atomic device caused Pakistan to postpone meetings scheduled in 
June with Indian officials to discuss such economic matters as 
communications and civil aviation. Successful talks on restoration 
of communications and facilitation of travel were held September 

12 and further negotiations are expected within the next few 
months on civil aviation and trade. 


The Government has eliminated export taxes on cotton yarn and 
cloth, and reduced export taxes on cotton and leather. This 
benefits the important textile industry which continues to 
experience an economic crisis, but will increase the budget 
deficit and aggravate already strong inflationary pressure. 


The Government has given renewed assurances of no further 
nationalization until the next election and, for the first 

time, the current Government accorded numerous benefits to the 
private sector in the budget introduced in June. This, together 
with the reduction in export taxes, has pleased the private 
sector, but there has not been any significant increase in 
industrial investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Political Events Affecting the Economy 


Prime Minister Bhutto's visit to Bangladesh in June, following 
diplomatic recognition last February, was a disappointment to 

some in that it has not yet led to re-establishment of direct trade 
and communications. Pakistan has donated cotton yarn and rice valued 
at approximately three million dollars in response to Bangladesh's 
plea for international assistance following recent severe floods 
but normal trade and diplomatic relations are apparently blocked 
pending settlement of Bangladesh's claims against Pakistan for a 
division of assets between the former East and West wings. Pakistan 
has offered to discuss the issue but it insists that joint lia- 
bilities must be considered too and will not agree to an advance 
transfer of "tangible" assets as Bangladesh demands. It will be 
recalled that India and Pakistan have not yet concluded an agree- 
ment for a division of assets and liabilities following partition 

in 1947. The periodic balance sheets of the State Bank of Pakistan 
always include a large amount which it claims that it should have 
received from the Bank of India. 





The Indian explosion of an atomic device last May caused 
Pakistan to postpone scheduled talks at which communications 
was to be discussed. These talks took place in mid-September 
and resulted in agreements to restore telegraph, telephone 

and postal service between the two countries. Visa categories 
and travel restrictions for nationals of the two countries were 
simplified. Agreements reached at the September talks improve 
prospects for the talks expected within the next few months 

to discuss civil aviation and trade. 


Severe restraints which Pakistan placed upon the number of 
passengers which Ariana, the Afghan Airline, could pick up at 
Lahore caused Afghanistan to restrict similarly PIA's operations 
to Kabul. As a result, direct air service between Afghanistan 
and Pakistan has been largely suspended. However, this affair 
appears to have been mainly due to economic considerations 
rather than to political problems between the two countries. 


Political disturbances in Pakistan's large but sparsely populated 
Baluchistan Province have led to serious law and order problems 
there and the deployment of large numbers of troops. Likewise, 

a dispute as to whether or not a relatively small but influential 
religious sect should be officially classified as Muslim has 
resulted in some scattered rioting and destruction of property. 
Neither of these problems has resulted in any major disruption 

to the economy and prospects are good that the Government will 

be able to prevent such from occurring. 


Foreign Economic Assistance 


Iran has announced a $580 million credit over a three-year 
period to assist Pakistan's balance-of-payments plus approx- 
imately $65 million of assistance for joint projects. Other 
oil producer states have extended smaller amounts of economic 
assistance which, added to the assistance from Iran, will 
approximately offset the recent steep increases in the price 
of imported oil. 


Most of the members of the Pakistan Consortium have pledged 
substantial continuing assistance to Pakistan which, though 
subject to various caveats and thus difficult to quantify, was 
estimated by the IBRD to be approximately twenty-five percent 
more than the amount pledged for the previous fiscal year. In 
June, the IBRD, on behalf of the Consortium members, concluded 
an agreement to reschedule debt that will provide $650 million 


of debt relief over the next four years. The rescheduled payments 
will be on such terms as to have a sixty-four percent grant 





element. The Consortium members also agreed not to hold 
Pakistan liable after July, 1974 for debt payments, other than 
for previously rescheduled payments related to projects visibly 
located in Bangladesh. This debt relief will eliminate the 
"humping" caused by previous short-term debt relief agreements. 
Debt service payments for these four years should now be less 
than the twenty percent of export earnings which is generally 
regarded as the critical ratio. 


In June the United States extended an $18 million long-term 
loan to assist Pakistan in its rehabilitation efforts for the 
severe 1973 flood. Much of the proceeds of this loan will be 
used to reimburse Pakistan for items previously imported. In 
August the United States extended a $25 million long-term loan 
to Pakistan to assist Pakistan's balance-of-payments. It will be 
used for the purchase of tallow, machinery, and industrial raw 
materials. The United States is considering additional loans 
in the fields of health and agriculture which would mainly be 
used to import fertilizer, expand fertilizer production, and 
import insecticides for a major malaria eradication program. 


The Asian Development Bank has extended a $23 million long-term 
loan to cover substantial cost overruns in the construction of 
a natural gas pipeline to the Karachi industrial complex. 


The International Development Association (IDA) of the IBRD 
has recently approved a $36 million loan to help Pakistan 
expand its telecommunications system. 


Damage to Tarbela Dam Affects Agricultural Prospects 


As the reservoir of the huge Tarbela Dam was being filled for 

the first time, damage was observed to at least one tunnel which led 
to a decision to drain the reservoir so as to avoid further damage. 
The full extent of the damage will not be known until late Sept- 
ember when the reservoir will be drained sufficiently to permit 
inspection of the tunnels. Only then will it be known if there 
will be a delay in completion of the hydroelectric system of 

the dam, the first unit of which was to have come on stream in 
1976. The irrigation system of the dam was to begin with the 
coming winter crops but has been delayed by at least one year. 
However, the water which was released prematurely was not a 

total loss as a portion of it is currently being used to irrigate 
some standing rice and cotton crops. 





The Government is drastically revising downwards its previous 
estimate of 8.5 million tons for the recently harvested wheat 
crop, Pakistan's major food crop. Indications are that the 
crop was about 7.5 to 8.0 million tons, a very good crop by 
historical averages, but well below expectations. It will 

be necessary to import approximately one million tons of grain 
in order to meet Government ration shops' requirements at a 
landed cost of approximately $200 million dollars. 


The cotton crop due to be harvested over the next several 

months is estimated at about 3.8 million bales. This would be 

an improvement over the previous year's 3.5 million bale crop which 
was affected by the heavy floods of a year ago, but less than 

the approximate 4 million bale crops of both 1971 and 1972. 


The rice crop, Pakistan's most important agricultural export 
in FY 73, is currently benefiting from the premature release 
of Tarbela water and may equal last year's record yield. 


Prospects for the important winter wheat crop to be planted 

in October are mixed. There is sufficient fertilizer available 

in country for the crop, but its use will be heavily dependent 

upon the relationship between the price of fertilizer, the 
distribution system, and the Government procurement price for 
wheat. A forty-five percent increase in the wheat procurement 
price announced September 12 will undoubtedly stimulate some 
increase in wheat acreage. Although expected, there has been 

no announcement of reduced fertilizer prices which would be 
necessary to guarantee a substantial increase in wheat pro- 
duction. Nonetheless, higher wheat prices will ease the past 
year's cost-price squeeze for wheat producers. The present 
uncertain outlook for Pakistan cotton in world trade may mean 

that some cotton acreage may be shifted to wheat in view of 

the raw procurement price. In addition, during the current monsoon 
season, there has been less than average rainfall in the catchment 
area of the Mangla Dam which could lead to a shortage of irrigation 
water for the wheat crop. 


Government Actions Encourage Private Sector, But Drift in 
Economy Continues 


The budget introduced last May was favorably received by the 
middle class as it accorded them significant economic benefits. 





In addition, the budget provided for investment incentives 
including investment in the stock market. Though real, these 
benefits were perhaps of even more psychological importance 

in that they represented the first tangible recognition of 

the importance of the private sector by the present Government. 
In addition, Government spokesmen have made renewed pledges of 
no further nationalization during the tenure of the present 
Government and there has been none since last January lst. 

The private sector, however, sees little value in investment 
which will only be safe until the next elections which may 

come next year, and has been deeply disturbed by the sharp 
attacks launched against textile firms by a Central Government 
Minister during the recent crisis in cotton yarn exports. 
Nevertheless, there has not been any significant increase in 
private investment though investment applications are reported 
to have increased somewhat and illegal capital exports decreased. 
Perhaps it is not realistic to expect a significant response 
from the private sector in such a short time period. The private 
sector continues to watch closely actions and statements of key 
officials of the Government of Pakistan. 


The budget also reduced export taxes on cotton and cotton yarn, 
but, in view of the steep decline in international prices, this 
action was not sufficient to permit these items to compete in 
international trade. After much debate, during which it was 
feared by textile plant owners that the Government might 
effectively nationalize the industry, the Government decided 
instead to remove entirely the exporttax on cotton yarn and 
cloth. This decision was widely hailed by the private sector and 
because of Pakistan's comparative advantage should enable the 
country to maintain its position as the major world supplier of 
cotton yarn. However, a complete recovery cannot be expected 
until Japan and Hong Kong, Pakistan's major markets for cotton 
yarn, dispose of large inventories. 


In August the Government reduced export taxes on leather and 
leather products Although this industry is not particularly 
large, it appears to have a significant potential and the Govern- 
ment action reflects legitimate concern for the problems of the 
private sector. 


The abolition of export taxes on cotton cloth and cotton yarn 

should lead to some immediate improvement in the balance-of-payments 
as it should lead to the disposal over time of large accumulated 
stocks. In order to export cotton, the nationalizedexport 
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industry has had to sell raw cotton at some loss. A more 
permanent balance-of-payments improvement will be related to 
price trends for Pakistan's exports and imports. Within the 
last few months, the international prices for cotton, cotton 
yarn, and cloth which constitute half of Pakistan's exports, 
have declined sharply while the prices of most imports have 
remained constant or continued to rise. 


At its introduction, the budget had only a small deficit. 
However, the reduction and abolishment of certain export taxes 
will increase the deficit and aggravate the already strong 
inflationary pressures as there has not been any corresponding 
increase in taxes. Inflation was about twenty-five percent 

in FY 74 and is expected to be about the same in FY 75. 


Incomplete data and changes in Government statistics such as 

the previously-mentioned major change in the estimate of wheat 
production make it impossible to precisely determine economic 
growth. However, on a per capita basis, it appears that the 
economy is currently growing at only about two percent annually, 
less than desirable, but perhaps not too bad in this period of 
international inflation and economic uncertainty. 


IMPLICATIONS FOR THE UNITED STATES 


Climate for Foreign Investment 


The climate for foreign investment is obviously influenced by 
the Government's attitude toward the domestic private sector. 
In this regard, the incentives which the Government offers to 
private investment in the current budget are significant as 
they are the first since this Government came to power in 1971. 
However, despite these incentives, local businessmen remain 
apathetic toward new investment still seeking longer-term 
assurances of a secure future. 


Other than in petroleum exploration and hotel construction, 
there has not been any new United States investment in Pakistan 
for some years though several major investments, as well as 
modest expansions, are under consideration. 


Government spokesmen have repeatedly stated that they welcome 


forieng investment. However, any potential United States investor 
in Pakistan should expect lengthy negotiations with the Government. 
It is important that all significant details be included in the 


final agreement, for Government compliance with its agreements has 
been good. 





Status of United States Business in Pakistan 


Petroleum exploration continues to be the most dynamic sector 

for new United States investment in Pakistan. In August, 
Texasgulf initialed an agreement for a large concession, and 
exploration should begin shortly. Three other United States 
petroleum companies are managing operators for active exploration 
efforts on sizeable concessions and another United States 

company has an interest in a concession managed by a German 
company. 


Most United States companies in Pakistan report that they are 
operating at a profit though the rate of profit appears to 

vary widely among industries and even among companies within 

an industry. The chief complaint of most United States companies 
is Government price controls. In addition, United States banks 
and petroleum distribution companies suffer restrictions against 
expansion. 


Prospects for United States Exporters 


Agricultural products, particularly wheat and soybean oil, 

offer the best immediate prospects for sales to Pakistan. In 
order to meet ration shop requirements, Pakistan may import 

as much as a million tons of wheat and 150,000 tons of vegetable 
oil. Some of this will be on concessional terms, but most will 
be commercial imports. In FY 74, United States agricultural 
commercial exports to Pakistan were valued at $251 million and 
are expected to be at least as great in FY 75. 


The previously-mentioned $36 million IDA loan to finance an 
expansion of Pakistan's telecommunications system offers an 
opportunity for the sale of telephone exchange, cable distri- 
bution, switchboard, and microwave equipment. Plans expected 
to be announced shortly for construction of two cement plants 
should also result in significant sales opportunities. 


Credit is important for sales to Pakistan but it is not always 
essential as evidenced by the experience of a United States 
company which recently won a major order for railroad locomotives. 
Likewise, credit is not important when bidding on tenders financed 
by international agencies such as the ADB or IBRD. Pakistan's 
imports in FY 75 will be 1.7 to 2.4 billion dollars and the bulk 
will be from untied sources. 





Karachi, the country's only real port, which was suffering 
from severe congestion last year, has reduced its backlog and 
congestion somewhat due partly to decreased activity. It has 
recently suffered somewhat from a strike of Karachi Port Trust 
employees. The Government, however, has shown a firm attitude 
toward resolving what is officially considered an "illegal" 
strike. In general, labor relations have been relatively 
peaceful in the past year. 


Though the Pakistani market does not have the potential of 
some of the oil exporting countries, it is sufficiently large 
to merit serious attention by United States exporters. 
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